The above stated roles are performed to perfection in the developed countries where a vast web of financial institutions and financial instruments exist to channelise savings into investments. Moreover, the developed financial markets have a very effective distributive system whereby the investors reap the benefits of their investments according to set distributive rules. As against this developing economies lack an efficient financial system. This has invited many cross country and time series studies to gauge the level of financial development in the developed and developing economies.
Studies show that large stock markets tend to be less volatile, more liquid and less concentrated in a few stocks than smaller markets (e.g. Demurigic Kunt and Ross Levine 1996) . Moreover, countries that liberalise restrictions on capital and dividend flows show a marked improvement in the functioning of their stock exchanges (e.g. Levine and Sara Zervos 1995) . Maksimovic and Kunt (1996) have worked on the interaction between stock market and financial intermediaries and through cross-country analysis confirmed that stock market development moves together with the development of financial intermediaries. Considerable research on the stock market and banking sector of Pakistan has also been undertaken. Khilji (1993) has observed the behaviour of stock returns in the emerging market of Pakistan and surprisingly found that investors in the Pakistani stock market having diversified portfolios are subject to the same amount of risk as investors with one industry portfolios. Salman Shah (1989) has discussed the contribution of commercial banks, DFIs, investment banks and the equity market in financing medium and long term requirements.
The current study focuses on financial sector development in the context of Pakistan. In this paper, with time-series analysis, the development of the Pakistani stock market and financial intermediary sector over a period of 11 years (1991) (1992) (1993) (1994) (1995) (1996) (1997) (1998) (1999) (2000) (2001) has been observed on a quarterly basis. Different indicators of stock market development have been constructed; namely stock market size, liquidity and market integration which reflect the level of development of the market from various angles. Similarly, several indicators of the financial intermediary sector have been constructed through which an attempt has been made to see the level of development of different sectors of financial intermediation namely the scheduled banking sector, development finance institutions (NBFIs), and saving schemes.
Since no single measure covers all aspects of the stock market and financial intermediary development therefore, aggregate indexes of the stock market and the financial intermediary sector are constructed that aggregate information on different indicators of the stock and financial intermediary sector. This enables us to get an idea about the overall level of development of the stock and financial intermediary sectors of Pakistan.
On the basis of the individual indicators and aggregate indexes, a correlation study of the stock market and financial intermediaries is carried out. Firstly, an attempt has been made to see whether the individual indicators of the stock market are correlated in an expected manner or not. Similarly, the correlation in the aggregate indexes of the stock market is tested. This exercise is carried out for the financial intermediary sector as well, both at the level of individual indicators and their aggregate indexes. Strong correlations between the individual indicators and indexes of the stock market and financial intermediary sector speak of how integrated the development has been in the two areas over the period of study.
Secondly, as debt and equity are frequently viewed as alternative sources of financing, an attempt has been made to empirically see if the two sectors support each other or there exists a trade-off between them. In this regard, correlations between the individual indicators of the stock market and financial intermediary sectors as well as their aggregate indexes are carried out.
This study is different from previous studies on certain grounds: Firstly, as regards Pakistan very little research has come forward on the development of both the stock market and financial intermediaries on a quarterly basis over an 11 year period. Only specific sectors of the stock market or financial intermediary channels have been researched with no such framework established which collectively, via various indexes, measures the development of the financial sector. Secondly, in cross sectional analysis, vastly different countries appear which may at times be sufficiently different to warrant separate analysis. While averaging over long periods during such studies many events such as changes in government policies, business cycles etc. which are important for the respective countries, may remain blurred. This study is free of such shortcomings.
Methodology for the Construction of Indicators and Indexes
Most of the indicators used for representing development in various sectors of the stock market and financial intermediaries are obtained by dividing the values of the indicators by nominal GDP to get a ratio of those indicators to GDP 2 . Thus we get relative measures of these indicators which have greater advantage in statistical analysis than their absolute values as they represent the values of these indicators with respect to the indicator of economic development i.e. GDP. The only one exception is the Turnover ratio which in itself is a ratio not involving GDP. All the individual indicators are constructed for both the end-period values as well as for the average values of the indicators. Thus we obtain two series for each individual indicator.
To produce an assessment of the overall level of capital market development, we construct means-removed indexes of the indicators. To construct means-removed indexes a two-step procedure is followed. Firstly, we obtain the means-removed values of all those indicators whose collective index is being constructed. The means-removed values of each indicator for each year equals the crude value of the indicator for a specific year 'i' minus the mean value of that indicator for all years divided by the absolute mean value for all years. To represent it more formally let S (i, j) equal the value of the indicator 'j' for the year 'i' and S(i) equal the average (mean) value of the indicator for all years, then the mean-removed value of the indicator 'j' i.e. s (i , j) will be given by
This procedure is applied to all other indicators included within an index. Once the means-removed values for all indicators included in the index are obtained, in the second step we take a simple average of the mean-removed values of the indictors to arrive at the value of the index for that year. All the indexes are constructed using both the end-period values as well as the average values of the individual indicators. Thus we obtain two series for each individual index.
This method of construction of indexes is repeated for all years and for all the indexes constructed in the study. The approach for the construction of means-removed indexes has been devised by Demirgic-Kunt and Ross Levine who work with the World Bank Policy Research Department and is a recognised approach for the construction of the indexes of capital market development.
Indicators to Gauge Stock Market Development
Conceptually, the level of stock market development is depicted in the form of progress in various sectors of the stock market namely, stock market size, liquidity, integration, volatility and market concentration. We in this paper, focus on market size, liquidity and market integration.
Stock Market Size
To measure the size of the market the market capitalisation ratio is used which is defined as the total value of the listed shares divided by the GDP (see Table 1 ). In order to arrive at the total value of the listed shares the total number of listed shares in the stock market is multiplied with the market price of the shares. In terms of the economic significance, the assumption behind market capitalisation is that it is positively correlated with the ability to mobilise capital and diversify risk.
Liquidity
Liquidity as defined by stock market analysts refers to the ability to easily buy and sell securities. Liquidity is an important attribute of stock market development because theoretically liquid markets improve the allocation of capital and enhance the prospects of the long-term commitment of capital. The dilemma with many profitable investments is that they require a long-term commitment of capital. However savers are often reluctant to relinquish control of their savings for long periods. Liquid equity markets help solve the problem by making the investment less risky and more attractive by allowing savers to acquire an asset-equity and to sell it quickly if they need access to their savings or want to alter their portfolios. At the same time, companies enjoy permanent access to capital raised through equity issues.
Two measures of liquidity have been constructed. The first is total value traded to GDP, which equals the total shares traded divided by GDP (see Table 1 ). This ratio measures the organised trading of equities as a share of national output. Although the market capitalisation ratio may be large, there may be little trading. A second measure of liquidity is the Turnover ratio. Turnover ratio equals the value of total shares traded divided by market capitalisation (see Table 1 ). The Turnover ratio complements total value traded to GDP. The total value traded to GDP captures the trading compared with the size of the economy while the Turnover measures trading relative to the size of the stock market. Incorporating the information on total value traded to GDP and the Turnover ratio provides a more comprehensive picture of development of the stock market with respect to liquidity than a single indicator only.
Market Integration
A lot of importance is given to measuring the degree of integration of national stock markets and the world market. According to this indicator, Markets which are more integrated and which price risk more efficiently are more integrated. Under the maintained hypothesis, greater values of APT and ICAPM pricing errors reflect less international integration. We formulate two indicators of ICAPM pricing errors as measures of market integration. Firstly, we regress the SBP general price index for Pakistan's stock market on the Standard and Poor's (S & P) Global 500 index which is taken as a proxy for the global stock index. In this regard, we initially check for the stationarity of the two series and thereafter apply the Johansen Cointegration test to see if the SBP index is co-integrated with S&P Global 500 Index. After verifying co-integration 3 , we take the residuals of regression results as ICAPM pricing errors. As large pricing errors reflect less market integration, we therefore multiply each pricing error with "-1" (Table 1) .
3 The co-integration gets verified if the values of SBP index and S & P index are taken up to 1998 1 st quarter and not if the values are taken for the entire period of study. This is so because the nuclear tests conducted by Pakistan in May 1998 depressed the stock prices and stock indexes in Pakistan badly while no such shocks occurred with US stock prices or S & P Global 500 Index. If this distortion would not have been there, co-integration would have been most likely verified for the entire period. Taking this into account, we assume cointegration between the variables for the entire period and therefore compute pricing errors. We repeat the entire process with the share prices of Pakistan's stock market and US stock prices to arrive at another indicator of ICAPM pricing errors (see Table 1 ). Unfortunately, the KSE 100 Index could not be incorporated to obtain pricing errors due to data constraints.
Indexes of Stock Market Development
In order to obtain a measure of overall stock market development, aggregate indexes of the indicators discussed above are constructed. Three indexes may be constructed:
Index 1
The stock market size and liquidity are two such sectors, which largely determine the level of overall development of the stock market. Therefore an aggregate index of means removed ratios of market capitalisation, value traded to GDP and turnover is constructed to look into the overall level of development (Table 2) .
Index 2
In Index 2, we add ICAPM pricing error as obtained from the regression of SBP Index on S&P 500 Index as a measure of Market Integration to Index 1 (Table 2) .
Index 3
Index 3 is similar to Index 2 except that in place of ICAPM pricing errors obtained from the regression of SBP Index on S&P 500 index, we introduce ICAPM pricing errors obtained from the regression of Pakistan's stock prices on US stock prices as a measure of market integration (Table 2 ).
Indicators to Gauge Financial Intermediary Development
The level of financial intermediary development is depicted theoretically in the form of development in different sectors of financial intermediation namely, scheduled banking sector, development finance institutions, national savings schemes etc. The following indicators are constructed in this paper.
Size of the Financial System
In order to measure the size of the financial system, the ratio of the liquid liabilities of the financial intermediaries to GDP is obtained which is defined as M 2 money supply divided by GDP (Table 3A and 3B). M 2 money supply comprises currency credits, demand deposits with scheduled banks, other deposits with the State Bank of Pakistan and time deposits. If the size of the financial system is positively related to the provision of financial services, then this ratio is a good indicator of the provision of financial intermediary services.
The ratio of quasi-liquid liabilities to GDP is constructed as another indicator of the size of the financial system. It is defined as M 2 minus M 1 money supply divided by GDP (Table 3 A and 3B). M 1 only includes currency credits, demand deposits with scheduled banks and other deposits with the SBP. This indicator subtracts narrow money from liquid liabilities. Sometimes a quasi-liquid measure is preferred instead of liquid liabilities because M 1 represents highly liquid bank deposits and therefore may not be as closely associated with efficient financial intermediation as longer term investments by financial intermediaries. The quasi-liquid measure focuses on longer-term liabilities. In the case of Pakistan, in view of the significant role of the public sector in economic activity, it would be desirable to include credit extended to the public sector as well apart from the private sector. Therefore, total credit extended divided by GDP is also included as another indicator (Table  3 A and 3B).
Scheduled Banks
In order to measure the level of development of the banking system, we use the ratio of the total claims of scheduled banks to GDP, which in other words is the ratio of domestic assets of scheduled banks to GDP (Table 3 A and 3B). This indicator shows the size of the banking system.
Non -Bank Financial Corporations
So as to observe the level of development of the non-bank financial system, the ratio of assets of non-bank financial intermediaries to GDP is calculated (Table 3 A 
National Saving Schemes
National Saving Schemes have been a prominent player in the financial sector of Pakistan. The outstanding amount of the national saving schemes divided by GDP is taken as an indicator to measure the role played by these schemes in mobilising savings and hence to determine their level of development (Table 3 A and 3B). The schemes include prize bonds ranging from Rs. 5 to Rs. 1000, certificates such as Defence Saving Certificates, "Khas" Deposit Certificates, Premium Saving Certificates, National Deposit Certificates and accounts such as "Mahana Amdani" Accounts, Special Saving Accounts, National Deposit Accounts and Saving Accounts.
Indexes of Financial Intermediary Development
In order to produce a measure of the overall financial intermediary development, the aggregate indexes of the above-discussed indicators are constructed. In this regard, three aggregate indexes are constructed. These financial indexes are written in brief as FINDEXES.
Findex 1
Financial index 1 averages the means removed values of the ratio of liquid liabilities to GDP and the ratio of total domestic credit to GDP (Table 4) . Liquid liabilities indicate the financial depth from the liability side while the total domestic credit represents the asset side of the financial depth i.e. of the received deposits, which are in fact liabilities, how much is channelised properly into developmental investment. corporations to GDP, and the amounts of saving schemes to GDP (Table 4) . This aggregate financial index averages the information on all the sectors of financial intermediation from the asset side.
Findex 3
This averages information on the ratio of liquid liabilities to GDP, the ratio of total domestic credit to GDP, the ratio of assets of private nonbank financial corporations to GDP, and outstanding amounts of national saving schemes to GDP. This index measures development from a slightly different angle (Table 4) .
Do Stock Market Development and Financial Intermediary Development

Go Together in Pakistan?
It has been revealed through cross-country analysis that a strong positive linkage exists between stock market development and financial intermediary development. In order to ascertain whether stock market development goes hand in hand with the development of the bank and nonbank sector in Pakistan, research has been carried out in this paper. Moreover, an attempt has also been made to see if there is any strong association within the two sectors amongst their respective indicators. This will help in ascertaining how integrated development has been within each of the two sectors over the period of study. The statistical approach followed in this regard is the correlation analysis. The following queries have been probed:
1. Degree of linkage between various indicators of stock market development.
2. The extent of relationship between indicators of financial intermediary development.
3. The degree of relationship between the indexes of stock market development.
4. The extent of linkage between the aggregate indexes of the financial sector's development.
5. The linkage between individual indicators of the stock market and the financial sector's development.
6. The relationship between aggregate indexes of the two sectors. Table 5 . Results reveal that market capitalisation is significantly negatively correlated with Turnover ratio (r = -0.355) and insignificantly negatively correlated with Value traded to GDP suggesting that market size and liquidity do not move together in Pakistan's stock market as should not be the case. Rather a tradeoff exists between the size and the liquidity indicators. This is so because where on the one hand liquidity rose rapidly due to active trading in a few scrips only, market capitalisation rose very slowly. This was due to the fact that most of the listed companies were not floating in more shares, which could have had a substantial increase in market capitalisation, just because there was no demand for their issues. The gradual increase is just attributable to the active chips.
Linkage Between Various Indicators of Stock Market Development
Another important finding is that market size and liquidity on the basis of value traded to GDP do not have significant positive correlations with ICAPM market integration based on pricing errors of the SBP & SP Index. This again speaks of the poor development of the market.
We obtain similar results if the average values of the indicators are taken in place of the end period values. Table 6 . Results reveal that the ratio of liquid liabilities to GDP has significant positive correlation with domestic credit extended to the private sector (r = 0.348) as well as with total domestic credit to GDP (r =0.783) presumably suggesting that of the received liabilities, most are extended as advances to the public and private sector to generate economic activity. This speaks of good intermediation services of Pakistan's financial sector. The liquid liabilities to GDP is significantly positively correlated with quasi-liquid liabilities to GDP (r = 0.713). This result suggests that increase in liquid liabilities was partially because of increase in long-term liabilities over the years, which in other words constitute the quasi-liquid liabilities. This augurs well for the bank and non-bank sector's development. The liquid liabilities to GDP has significant positive correlation with assets of scheduled banks to GDP as well (r = 0.350). This is so because advances by the scheduled banks, which are their assets, are generated through the liquid liabilities of the financial sector. Moreover significant positive correlation also exists between liquid liabilities to GDP and assets of non-bank financial corporations (r = 0.317) although the coefficient is not very high. Negative significant correlation exists between liquid liabilities and amount of national savings schemes (r = -0.361).
The assets of scheduled banks to GDP have a significant negative correlation with private sector credit to GDP (r =-0.585) which turns to significant positive with total domestic credit to GDP (r = 0.573). This was so because the scheduled banks are supposed to keep thirty percent deposits as liquidity requirement with the government, due to which less assets are left for advancing credit to the private sector. There is significant negative correlation observed between private sector credit to GDP and assets of NBFIs (r = -0.680) while the relationship between assets of NBFIs to GDP and total credit extended to GDP is positively significant (r =0.589).
The quasi-liquid liabilities to GDP show insignificant positive correlation with the assets of scheduled banks (r = 0.094). This is suggestive of the fact that though advances were extended by the scheduled banks out of quasi-liquid liabilities yet less relatively as out of liquid liabilities. This in turn reveals an important outcome that though scheduled banks did extend loans for long term periods, presumably short term financing was relatively greater even out of long term liabilities.
The amounts of national saving schemes (NSS) to GDP have negative significant correlation (r = -0.901) with scheduled bank assets to GDP as well as with assets of NBFIs to GDP. In fact over the years, the rates of return on NSS had been pegged higher than the deposit rates of the banks which have caused difficulty in deposit mobilisation to the banks and in turn hindered their asset formation. Correlation results to ascertain if stock market development in Pakistan is linked to the financial intermediary development are given in Table 9 . Analysis of the results reveals that market capitalisation to GDP is significantly correlated with liquid liabilities to GDP (r = 0.603), total domestic credit to GDP (r = 0.630), Quasi-liquid liabilities to GDP (r = 0.431), assets of scheduled banks to GDP (r = 0.688) and the assets of NBFCs to GDP (r = 0.692). This reflects a positive trend that over the years market capitalisation to GDP which is a genuine reflector of Pakistan's stock market development has remained linked with most of the indicators of financial intermediary development.
Market liquidity is negatively significantly correlated with most of the financial intermediary sector's indicators. Value traded to GDP is negatively significantly correlated with total domestic credit to GDP (r = -0.308), assets of scheduled banks to GDP (r = -0.699) and assets of NBFCs to GDP (r = -0.750). Similarly, turnover ratio is negatively significantly correlated with total domestic credit to GDP (r = -0.370), assets of scheduled banks to GDP (r = -0.822) and assets of NBFCs to GDP (r = -0.834). Since, NSS amounts to GDP have in general contributed to financial repression in Pakistan, significant positive correlation between it and the liquidity indicators does not in a true sense reflect co-development. Moreover, the assets of NBFCs to GDP are negatively significantly correlated with both the indicators of ICAPM pricing errors while other financial intermediary sectors' indicators lack significant correlation with the indicators of market integration.
Thus, on the basis of these results it may be concluded that the stock market and the financial intermediary sector did not co-develop over the period of the study, rather a significant trade-off existed between the two. The only positive significant result was relatively strong linkage between the indicator of financial sector and market capitalisation to GDP.
These results have been obtained using the average values of the indicators. Similar results were found using end period values of the indicators. (Table 10) 
Linkage Between Aggregate Indexes of Stock Market Development and Financial Intermediary Development
Conclusion
The correlation results clearly depict that the stock market of Pakistan has lacked integrated development over the period of study. Unlike the stock market, the financial intermediary sector is relatively well developed and has experienced integrated development. Moreover, a debtequity trade-off emerges in the financial sector of Pakistan, which needs to be eliminated for the financial sector to become more efficient and contribute more to the growth of the economy.
